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2I ❚ SUNDAY, SEPTEMBER 9, 2018 ❚ ST. CLOUD TIMES

Survey Results for Standard Questions

Current activity
Tables 1 and 2 report the
most recent results of the St.
Cloud Area Business Outlook
Survey. Responses are from 60
area businesses that returned
the recent mailing in time to be
included in the report. Participating firms are representative
of the diverse collection of
businesses in the St. Cloud
area. They include retail, manufacturing, construction, financial, health services and
government enterprises both
small and large. Survey responses are strictly confidential. Written and oral comments have not been attributed
to individual firms.
Most of the current activity
indexes found in Table 1 are
similar to what was reported
last quarter (which is a sign of
solid current conditions, since
the spring survey is usually
somewhat stronger than the
summer survey) and, in most
cases, the diffusion index numbers from this table are also
stronger than one year ago. A
diffusion index represents the
percentage of respondents indicating an increase minus the
percentage indicating a decrease in any given quarter. For
any given item, a positive index
usually indicates expanding
activity, while a negative index
implies declining conditions.
Indexes on business activity,
level of employment, prices received, national business activity and difficulty attracting
qualified workers all compare
favorably to one year ago. The
readings on capital expenditures and employee compensation are lower than one year ago
and the index on length of
workweek is little changed
from August 2017. Indicators in
Table 1 make clear that local
economic performance remained strong throughout the
summer months, highlighted
by favorable conditions in the
area’s labor market. The accompanying chart helps illustrate this point. The current
employment index remains elevated near the 5-year high it
achieved in May.
The diffusion index on current business activity is higher
than one year ago as one-half
of surveyed firms report improved conditions in August
and only 10 percent (representing six firms) experienced decreased activity. Likewise, only
one firm (1.7 percent) had a
shorter workweek in August
and 25 percent had increased
average hours worked. Forty
percent of survey respondents

added to payrolls last quarter.
With rising interest rates and a
cloudy local (and national) outlook, firms appear to be pursing
modest
capital
formation
plans. The capital expenditures
index is lower than it was one
year ago as 63 percent of surveyed firms report no change in
capital purchases over the past
three months. The diffusion index on current prices received
remains elevated (as it has
been throughout 2018). The
current quarter reading on this
item is the fourth highest recorded value since mid-2005.
Labor costs remain high, but
“only” 43 percent of firms report increased employee compensation in the current quarter (last quarter 59 percent of
surveyed firms reported higher
wages, salaries and employee
benefits).
The diffusion index on national business activity obtained a historically high level
last quarter and it remained
there in the summer months.
At a value of 38.3, this index
has only been higher two other
times (in May 2014 and last
quarter). Finally, the big story
in the regional labor market
over the last four years has
been area firms’ increasing difficulty attracting qualified
workers. Worker shortages are
being reported around the state
and the area unemployment
rate is at an historic low. One
way to visualize the difficulty
area firms are having with the
worker shortage is to look at
path of the diffusion index on
current difficulty attracting
qualified workers. As can be
seen in the accompanying figure, this index is at its highest
level in 19 years.
As always, firms were asked
to report any factors that are affecting their business. These
comments include:
❚ Need to get health insurance reform. Preliminary reports indicate another 15% increase for next year’s premiums and higher deductible?
What's the solution? Tort reform may help.
❚ The policies and changes
by this presidential administration have been very favorable for small business!
❚ Labor market is tightening
up and hampers our growth.
❚ Seasonal increase in construction, but the late, wet
spring delayed the start of the
construction season. We are a
month behind where we were
in 2017.
❚ Most young people don’t
want to work 40 hour weeks
and tend to miss at least 1 day a

week.
❚ Our ability to attract employees who want to work is severely hampering growth opportunities.
❚ State and federal funding
of (technologies that will assist
our company).
❚ Owner’s health.
❚ Skilled worker shortage.
❚ Labor shortage. Finding
qualified people to do general
work.

Future outlook
As was indicated on page 1 of
this report, the future business
conditions survey responses
found in Table 2 suggest an uncertain future outlook of area
businesses. This is particularly
true of surveyed firms’ sixmonth ahead outlook on business activity. At a value of 8.3,
the diffusion index on future
business activity has never
been lower. We note some of
this is a normal seasonal effect
— many area firms experience
slower business conditions in
February than they do in August. And, the composition of
survey
respondents
has
changed over time as new firms
have been added and others
dropped from the St. Cloud
Area Business Outlook Survey.
We also note a historically low
reading two years ago — in August 2016 — the last time we
had local, state and national
elections, so we are not sure
what to make of this quarter’s
reading on this survey item. As
can be seen in the accompanying figure, despite a pronounced pattern of seasonal
variation in the future business
activity index, this quarter’s index reading is clearly an outlier.
While a couple of the other
readings in Table 2 are weaker
than expected, it is the future
business activity index that
stands out. With 30 percent of
surveyed businesses expecting
decreased business activity by
February 2019, this will be an
item worth watching in future
quarters.
A further concern is that this
quarter’s future employment
index (see adjacent figure) in
Table 2 experienced its second
lowest reading since August
2010. Only 23 percent of surveyed firms anticipate adding
to their payrolls by February.
Increased worker shortages,
historically low unemployment
rates, accelerating employee
compensation and fewer retail

outlets hiring may contribute to
area firms feeling constrained
in their ability to find employees in the future. Some of these
concerns appear in the comments by area firms in the previous section of this report.
This quarter’s future capital
expenditures index is lower
than that which was observed
over the last two quarters (at
which time the index registered
particularly strong readings).
Twenty-eight percent of firms
expect increased purchases of
equipment, machinery and
structures in six months’ time
and only four firms anticipate
decreased capital spending.
Seventy percent of surveyed
firms expect no change in the
length of the workweek by February 2019 and only one quarter
of firms expect increased national business activity over
this time period. Worker shortages are expected to persist
over the next six months. Thirty-five percent of firms anticipate increased future difficulty
attracting qualified workers
and no firms think the labor
shortage will moderate.
Over the last couple of quarters, area firms have commented on their concerns about the
effect the tariffs imposed by the
Trump Administration were
having on costs and prices. Nationally, overall inflation has
begun to inch up above levels

that make the Federal Reserve
comfortable, leading to increasing short-term interest
rates. Area firms will want to
pass along these increased
costs in higher prices. This is
what is seen in the accompanying chart. The future prices received index is at 36.7 (its second highest reading in the past
12 years) and no surveyed firm
expects lower future prices in
February. Not to be outdone,
the employee compensation
index in Table 2 is also elevated. Fifty-eight percent of firms
expect higher employee compensation over the next six
months, and no firm thinks labor costs will fall. This all translates into a future in which area
firms can expect to experience
rising costs. While firms responding to the St. Cloud Area
Business Outlook Survey have
experienced labor cost pressures in the past, some have
also enjoyed the benefits of
lower commodity prices. So
(along with any productivity
gains they have experienced)
this has helped firms retain
margins without adjusting
prices in a highly competitive
marketplace. But this time it is
different — cost pressures are
becoming more widespread,
inflation rates have slowly
ticked up, labor shortages have
persisted, interest rates are rising, etc.

